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¥ MEMORANDUM AaAgenda Item No. 2(A)

TO: Honorable Chairperson Barbara Carey-Shuler, Ed.D. DATE:

and Members, Board of County Commissioners July 28, 2004

SUBJECT: Strategy for Employee

FROM: George €SS Health Benefits

Miami-Dade County, like most employers nationally, continues to face significant annual increases in the costs
of our health insurance programs, which becomes an increasing burden on the County and our employees.
Members of the Board, employees and retirees have expressed their concerns about the future outlook. I
instructed staff to work with our benefits consultant, Deloitte, to evaluate the County’s current insurance
benefits program and identify opportunities available to the County to impact costs and premiums.

This is a long term problem which necessitates careful planning and strategizing on our part. It is also a very
personal and sensitive issue with the potential to significantly impact all of us. Our goal is to insure that we
preserve benefits while managing costs more effectively. Therefore, I thought it important to provide you with
the details of our research for your consideration. A copy of the presentation staff and Deloitte will deliver at
the meeting is attached.

There are a number of strategies for controlling health benefit costs, including: 1) benefit design changes such as
coinsurance levels, deductibles and co-payments; 2) contribution strategy, how much of the premium would be
paid by the employee; 3) consolidation of plans offered; 4) competitive solicitations, and 5) funding alternatives.
Many employers have resorted to Options 1 or 2, or some combination of these. Neither of these solutions
actually resolve the cost dilemma since they are primarily cost shifting techniques. That is, the County may
recognize savings from these approaches, while the cost burden would be shifted to the employee. Clearly this
is not our intention. Options 3 and 4, however, are likely to reduce costs to the County and to our employees and
warrant serious consideration in developing a long term strategy for the direction of our program.

Staff has determined that Option 5, modifying the funding mechanism with our current HMO’s from fully
insured to self insured status, provides the best strategy for 2005. The strategy is designed to assist the County
in minimizing large cost increases and keeping premiums affordable, without sacrificing quality for our
employees. Staff and Deloitte will be negotiating a change from fully insured to self insured in the 2005 plan
renewal negotiations with the incumbent Health Maintenance Organizations (HMO’s). Assuming that those
negotiations are successful, the County could achieve a self-insured HMO program as early as 2005. Deloitte
has projected this change in funding philosophy alone, with no change in plan design could result in savings of
approximately $20,000,000 to the County, the Public Health Trust and, most importantly, our employees. This
change would be transparent to our employees and have no impact on their access to medical care, or their
current level of benefits.

Miami-Dade has self-insured our Point of Service program since its inception in 1995. Prior to that, the
Preferred Provider Organization (PPO) program was also self-insured for many years, and before that our
indemnity program was self-insured. Based on our history of experience with self-insuring, we are confident
that we can implement a self-insured HMO program successfully today. The advantages to self-insuring the
HMO program include the reduction of excess administrative charges, risk charges and operating profit which
exist in fully insured HMO’s. The following charts illustrate the projected savings that would have accrued to
the County, the Public Health Trust and our employees in 2004, had the HMO program been self-insured. For
employees paying dependent premiums, HMO premiums established for 2004 could have been up to 13% lower.
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Projected Savings in 2004 if HMOs Were Self-Insured *

MDC Employees Only

Total Savings: $16,661,525

Employee
s
$5,098,76

[

Employer
$11,662,76
9

MDC + PHT Employees

Total Savings: $21,882,403

Employee
s
$6,616,55

3

Employer
$15,366,8
50

Assumes 17% non-claims expense factor for current fully-insured HMO’s.

There are many reasons why self-insuring our HMO health insurance plans is beneficial:
Savings to the County and our employees which will result in better premiums

POS participants will benefit as well since self-funding all programs will allow

for the consolidation of risks

Improved cash flow to the County (the money remains in our bank account until

needed to pay claims)
Control of plan reserves
Elimination of premium tax

Control of plan design

If we have a “good year”, the money remains in our account, as opposed to the

HMO’s
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The chart below illustrates the components of a fully-insured program vs. a self-insured program

Components of Self-Insured “Other Expenses®

] Components of Fully-Insured “Other Expenses”

Taxes
Stop Loss 0.5%

Profit

Risk Charge .
Claim

Administration 35%

Claim
Administration

Daloitte Daloitte
&Touche " &Touche 8

There are those who would question the financial risk associated with moving from a fully-insured to self-
insured status. Employers must ensure that a self-insured program is adequately funded to cover the claims
costs. When an employer has limited plan experience, or a generally unstable program, it may cause the
employer to inappropriately project and fund plan costs. The employer runs the risk of not having enough
money “set aside” to cover costs. However, given Miami-Dade County’s long term experience with HMO’s, we
have a significant and sufficient amount of data to accurately project and fund for anticipated costs. The County
has self-funded a large portion of its benefits program for decades and is in a financial position to self-fund the
HMO program as well. The inclusion of stop loss insurance coverage will protect the County from unlimited
financial exposure.

There is a sense of urgency to address the significant cost increases which employers have experienced in recent
years, and which are predicted to continue for at least the next five years as depicted in the chart below.

Deloitte

* Projected increases of 14% for 2005, 13% for 2006, 12% for 2007, 11% for 2008 and 10% for 2009
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Many of the factors which are driving the large cost increases are outside our control. These include medical
cost inflation, plan utilization, increased longevity, increased sophistication of medical technology, and
substantial increases in medical malpractice premiums, to name a few. Many employers plan to shift some of the
increase to employees with some combination of a higher share of premiums, deductibles, or co-pays, and
benefit design changes. Our approach does not utilize any cost shifting. Instead, we are seeking to provide the
same plan design, and anticipate more favorable premiums to our employees through the change in the funding
philosophy of the program.

It is our sincere hope that the incumbent vendors will negotiate with us to move to a self-insured concept in a
fair and favorable manner. The outcome will be savings to the County, and to our employees, with no
disruption in the relationships that our employees have developed with their providers and their plan. Benefits
will be maintained at the current level.

We believe that the self-insured strategy for our HMO program provides the best near term opportunity for the
County to preserve benefits for our employees while managing costs more effectively. However, we also feel
that the magnitude of this problem and the projected future outlook for health insurance costs necessitates a
more comprehensive and long term strategy for the future of the program. Staff is prepared to respond to any
questions you may have.

fm,;%

Assistant County Manager ¢
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